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ABSTRACT 



To address the growing demand for high-quality child care, 
many communities are seeking to develop specialized child care facilities 
funds to build new, and improve the quality of existing, child care programs. 
This toolkit is designed for policymakers, nonprofit leaders, child care 
providers, and others interested in increasing access to high-quality child 
care through the development of a child care facilities fund. The kit is 
organized around six sections. Following an introductory section, Section 2, 
"Why Start a Child Care Facilities Fund?" presents basic information about 
how child care facilities funds can help meet the growing demand for 
high-quality child care. Section 3, "Getting Started," describes some of the 
initial steps needed, including convening a committee of stakeholders, 
understanding the facility needs in the community, establishing goals and 
priorities, and identifying potential partners. Section 4, "Designing Your 
Facilities Fund: Structure, Funding, Products, and Services," lays out some 
of the design considerations for starting a child care facilities fund and 
includes a list of funding sources, information regarding fund 
administration, eligibility considerations, and what types of expenses should 
be funded. Section 5, "What Can You Do?" describes some options that 
stakeholders can use to support, promote, or lead efforts to start up, 
design, and operate a child care facilities fund, including specific 
suggestions and examples for government agencies, elected officials, banks, 
philanthropies, parents, providers, and others. Section 6 provides a list of 
publications and organizations that may be helpful in starting a facilities 
fund, including a brief description of facilities funds from around the 
country. A glossary of child care and facilities financing terms is included. 
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Introduction 



Child Care Facilities: 

A Good Investment 

Several national and state trends are raising awareness 
about the value of high-quality child care and putting 
new pressures on community child care systems. 

More parents with young children — including those 
transitioning off welfare — are entering the work force 
and need care for their children. Recent research has 
reinforced the importance and benefits of quality 
early childhood education, particularly to those chil- 
dren growing up in poverty, and has focused a spot- 
light on the critical and lasting impact on brain devel- 
opment of a child’s experience in the first three years 
of life. Additionally, policymakers, parents, and edu- 
cators are increasingly looking to the critical after- 
school hours to provide high-quality out -of- school 

In 1994, the publication of Starting Points: 

Meeting the Needs of Our Youngest Children by 
Carnegie Corporation of New York heralded a 
"quiet crisis" for our nation's youngest children. 
Today, the crisis is no longer quite so quiet. The 
11 states and dties that are part of the Starting 
Points State and Community Partnerships are 
pairt of a growing chohis focused on improving 
tte. lives of 

This toolkit is one of a set of products sharing 
the experiences of Starting Points sites, as well as 
other states and localities, to help the nation 
move towards a healthy, nurturing beginning for 
all its children. 



time programming and services to promote learning, 
reduce juvenile crime, and help improve academic 
achievement for vast numbers of children. 

Early childhood and school-age child care pro- 
grams require a specialized type of space to promote 
children s healthy development and ensure their safe- 
ty. The physical environment in a child care setting 
powerfully affects children, care- givers, jmd their 
interactions. A well-designed space is not only safe 
for children but supports their emotional well-being, 
stimulates their senses, and challenges their motor 
skills. By contrast, a poorly designed space can inhibit 
positive interactions between children and care-givers, 
interfere with curriculum, and cause great stress for 
teachers and children. 

How Facilities Loan 
Funds Can Help 

To address the growing demand for high-quality child 
care spaces, many communities are seeking to develop 
specialized child care facilities funds to build new, and 
improve the quality of existing, child care programs. 
Child care facilities funds are designed specifically to 
address the unique facilities challenges faced by child 
care providers and those interested in building the 
supply of high-quality child care programs. 

For several reasons, the cost and process of build- 
ing new space or adapting space for the particular 
needs of child care are prohibitive. First, few pro- 
grams have the income to address all their operational 
nee( j s — staff salaries, food, transportation — let alone 
address their capital needs. Secondly, these programs 
often lack access to traditional sources of debt capital 
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that would enable investment in facilities. For exam- 
ple, a child care program may need a loan that is too 
small or too risky for a conventional lender, it may 
lack sufficient collateral, or it may not be able to pay 
commercial rates of interest. Finally, most child care 
programs are unfamiliar or uncomfortable with the 
use of debt and tend to rely instead almost exclusive- 
ly on grant income to finance capital improvements. 

As a result, many child care programs — whether 
home- or center- based — operate in substandard or 
makeshift spaces and, even in times of great demand, 
cannot imagine undertaking a facilities project. 

Facilities funds make loans and/ or grants for facil- 
ities construction, renovation, or improvement that 
meet the specialized needs of the child care market. 
They are designed and capitalized to fill the gap 
between the loans that commercial lenders will make 
and those that child care providers can support. In 
addition, many funds also provide technical assistance 
to build the capacity of providers to undertake and 
manage facilities projects, to influence attitudes about 
debt and facilities investment, and to provide devel- 
opment and financial expertise to specific projects. 
Thus, child care facilities funds are a promising poli- 
cy strategy to increase the quality and supply of child 
care by expanding and improving the facilities in 
which these services are provided. 

Toolkit Contents 

This toolkit is designed for policymakers, nonprofit 
leaders, foundation executives, business leaders, advo- 
cates, child care providers, and others interested in 
increasing access to high-quality child care for work- 
ing families through the development of a child care 
facilities fund. It describes the benefits of developing 
a child care facilities fund and identifies some steps 
toward getting such an initiative underway. This 
toolkit also lays out some strategic issues and provides 
information about resources to consider in designing 
a child care facilities fund. Although this toolkit 
focuses on how to start a new child care facilities 
fund, it also includes strategies and ideas that may be 
helpful for communities that already have a facilities 




fund in operation and those communities that need 
child care facilities but lack the resources to start a 
whole new program. 

Additionally, while this toolkit is specifically 
designed to address the capital needs of child care 
programs, many community- based human service 
and cultural organizations face similar challenges in 
creating and maintaining spaces to support their pro- 
grams. While child care programs have unique facili- 
ty challenges, many of the concepts, steps, and strate- 
gies described here will also be applicable for assisting 
other community-based organizations with their capi- 
tal needs. 

THE TOOLKIT CONTAINS 
THE FOLLOWING SECTIONS: 

Why Start a Child Care Facilities Fund? Child 
care facilities funds are designed specifically to 
address the unique facilities challenges faced by child 
care providers and those interested in building the 
supply of high quality child care programs. This sec- 
tion contains basic information about how child care 
facilities funds can help meet the growing demand for 
high-quality child care. This information should be 
useful to those considering developing a facilities 
fund as well as to potential partners of such an effort. 
It addresses such issues as the unique facility chal- 
lenges faced by child care programs; why facilities 
matter to children, parents, teachers, and the commu- 
nity; and how facilities funds work to expand and 
improve child care spaces. This section also includes 
a glossary. 
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Getting Started. Once you have decided that a child 
care facilities fund is an appropriate strategy to meet 
the needs in your community, this section describes 
some of the initial steps you will need to take in order 
to get started. These include convening a committee 
of stakeholders, understanding the facility needs in 
your community, establishing your goals and priori- 
ties, and identifying potential partners. 

Designing Your Facilities Fund. This section lays 
out some of the design considerations for starting a 
child care facilities fund. It includes a list of federal, 
state, and local funding sources that can be used to 
capitalize the fund and lays out the various types of 
products and services that have been most successful 
in helping child care programs meet their facilities 
needs. It also includes information to help you think 
through how a facilities fund should be administered, 
who should be eligible for funding, and what types of 
expenses should be funded. 

What Can You Do? Successful child care facilities 
funds almost always involve partnerships among 
agencies and organizations in the public, private, and 
community sectors. This section describes some 
options that different stakeholders can use to support, 
promote, or lead efforts to start up, design, and oper- 
ate a child care facilities fund. It includes specific 
suggestions and examples for government agencies, 
elected officials, banks, philanthropies, parents, child 
care providers, and others. 



Resources. This section provides a list of publica- 
tions and organizations that may be helpful as you 
consider starting a facilities fund and begin to design 
your programs. This section also includes a brief 
description of child care facilities funds from around 
the country, including contact information. This list- 
ing is provided to help you to learn from others who 
are working — and succeeding — in this field. 
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Why Start a Child 
Care Facilities Fund? 




AS YOU BEGIN PLANNING EFFORTS TO DEVELOP 

a child care facilities fund, you will undoubtedly be 
called upon to make the case that a facilities fund is 
needed and is the appropriate strategy to meet the 
child care challenges in your community. This section 
is designed to help you do that by describing the 
growing demand for high-quality, affordable child 
care at the community level, the unique challenges 
facing child care programs that wish to make facilities 
investments, and how child care facility funds can 
work to address that growing demand and those chal- 
lenges. Also included in this section is a glossary of 
child care and facilities development terms that you 
will encounter as you move through the planning and 
development stages of a child care facilities fund. 

A Growing Demand for High- 
Quality Child Care Spaces 

Policy developments at the state and local level are cre- 
ating new demands for high-quality child care spaces. 

♦ More families are working: Virtually all work- 
ing parents require child care for their children, 
whether in the form of a structured, center-based 
program of informal, dependable care from 
friends, neighbors, or relatives. The work require- 
ments and time limits on benefits that have been 
established through welfare reform are adding to 
the number of children in need of care. However, 
parents who are unable to find adequate care for 
their children are often forced to leave their chil- 
dren unsupervised or in low-quality care — or to 
stay home instead of entering the workforce or 
participating in training programs. Between 1977 



and 1993, the number of children under age five 
in nonparental care arrangements more than dou- 
bled, from approximately 3 million to 8 million. 

By 1995, almost 10 million children were in non- 
parental care programs 1 and, since the enactment 
of welfare reform at the national level, this num- 
ber has swelled. In addition, research shows that 
being able to find high-quality, reliable child care 
is critical to parents’ job success because it allows 
them peace of mind, knowing their children are 
being well cared for while they work. 2 

♦ Recognition of the benefits of a high-quality 
child care experience: Today, most American 
families rely on child care providers to help raise 
their children, often beginning in the first weeks 
or months of life. Many young children begin and 
continue in child care during a critical stage of 
their brain development. During these preschool 
years, children experience the cognitive, social, 
and emotional growth that forms the basis of 
school readiness and success. Long-term studies 
show that good early care and education programs 
can have a positive, lasting effect on achievement 
and social adjustment, especially for children liv- 
ing in poverty. But quality is the key, and in most 
American communities — especially low- income 
communities — it is very hard to find and afford. 
High-quality programs ensure that children are 
safe and are offered in settings that facilitate 
healthy growth. Most physical settings where chil- 
dren receive care, however, fall short of these 
standards. 3 
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4 * The opportunity provided by the out-of- 
school hours: The new standardized testing 
requirements and other school reform efforts are 
making it clear that the current education system 
does not meet the needs of many of its students. 
Large numbers of children are failing in the tradi- 
tional classrooms of overcrowded and under- 
resourced schools. Whether the emphasis is on 
devoting more time each day to academics or on 
the educational and life benefits of addressing a 
—child’s overall development, positive use of out- 
of- school time is increasingly being seen as an 
important part of the solution. In addition, 
research shows that children and youth who 
engage in risky behavior — sex, drug and alcohol 
use, and criminal activity — often do so between 
2:00 p.m. and 6:00 p.m. — after school ends and 
before parents return home from work. School-age 
child care and other out-of-school time program- 
ming can provide children with enriching activi- 
ties that prevent risky and self-destructive behav- 
iors and support overall youth development. 

As a result of these policy trends, the demand for 
high-quality child care spaces — especially licensed, 
center- based settings — has increased dramatically. Yet 
the supply of child care has not kept pace: current 
physical space is simply too scarce, too unaffordable, 
or not of high enough quality. This shortage of 
appropriate, high-quality facilities translates into 
inadequate supply, limited choices for families and, in 
many cases, inferior care. 4 

Child Care Development is 
Also Job Development 

New child care facilities result in the creation of 
jobs for program directors, teachers, aides, jani- 
tors, and cooks. Unlike most other industries, vir- 
tually all jobs supported by the total dollars spent 
for child care remain in the local community. 

jan Stokfey , ; ~The CNld Care Challenge for Community 
Development Corporations , " National Economic Development 
and Law Center, 1990. 




The Unique Challenges- 
of Child Care Facilities 
Development 

Early childhood and school-age child care programs 
require a special type of space to promote children’s 
healthy development and ensure their safety. The 
physical environment in a child care setting powerful- 
ly affects children, care-givers, and their interactions. 
Children's physical environment has a significant 
impact on the way they develop, behave, and interact. 
A well -designed space is not only safe for children; it 
also supports their emotional well-being, stimulates 
their senses, and challenges their motor skills. A 
well-designed child care environment can have an 
enormous positive impact on the well-being of chil- 
dren and teachers. By contrast, a poorly designed 
space can inhibit positive interaction between chil- 
dren and care-givers, interfere with curriculum, and 
cause great stress for teachers and children. 

Many child care providers would consider making 
quality improvements to their programs or expanding 
to new sites to serve new children, but the cost of 
building or adapting space for the particular needs of 
child care are prohibitively expensive. Child care 
facilities challenges fall into three basic categories: 
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♦ Limits of space occupied by providers: More 
often than not, child care programs operate in 
rented or donated space that is not specifically 
designed for child care purposes (e.g., homes, 
church basements, school classrooms). In many 
cases, even if programs are allowed by the terms 
of their lease to make renovations, the inherent 
nature of a space may make it very difficult to 
rehabilitate adequately or without great expense. 

♦ Child care programs' inexperience with or 
inability to take on debt: Most programs pri- 
mary focus is on programming. Program directors 
often lack management experience with taking on 
debt, facilities financing, and project management. 
Programs also often lack collateral, a credit history 
or both. 

♦ The nature of child care finance: Child care 

- programs are typically funded by a combination 
of parent fees, government subsidies (if they serve 
low-income children), community fundraising 
(usually from foundations), and in-kind contribu- 
tions. Child care programs generally struggle to 
pay for program essentials and staff salaries, leav- 
ing few resources for even maintaining facilities let 
alone making capital improvements. In addition, 
the rent most programs are able to pay is insuffi- 
cient to repay commercial construction loans, and 
providers may face legal, contractual, or regulato- 
ry prohibitions against using grant or contract 
income to make capital investments. 

How a Facilities Fund 
Works to Address Demands 
and Challenges 

Because so many child care programs find it difficult to 
plan for or carry debt, groups of public officials and 
private lenders are joining forces to find new ways to 
help child care programs meet their facilities needs. 
Child care facilities funds increase the supply of high- 
quality child care programs by making low- or no-cost 
financing available to child care programs wishing to 
expand or improve their facilities or start a new child 



care program. Facilities funds are designed to directly 
address some of the challenges faced by child care pro- 
grams by creating a lender with the financial and insti- 
tutional ability to make these loans. Facilities funds not 
only create access to debt capital but also — through 
technical assistance — help support child care programs 
take out and repay the loans. Facilities loan funds often 
also stimulate broader systemic changes that can 
improve operating income, increase the willingness of 
providers to assume debt, leverage new sources of capi- 
tal and in other ways promote higher levels of capital 
investments in community child care programs. 




♦ How Are Facilities Funds Structured? There are 
three basic types of child care loan funds: public 
programs, private programs, and public -private 
partnership programs. When starting a new child 
care facilities fund, the trend in the field seems to be 
to promote child care specialization but to do so 
through corporate or administrative structures that 
allow economies of scale . 5 For example, new 
funds — whether publicly or privately run— are often 
folded into existing agencies or organizations with 
expertise in community lending, community devel- 
opment, or child care in general. (Please see section 
on Designing Your Products and Programs for more 
information on structuring your facilities fund.) 

♦ How Are Facilities Funds Capitalized? The ini- 
tial capital for child care facilities funds comes from 
a variety of public and private sources. Some states 
and communities have used proceeds from bond 
issuances or have set aside a portion of existing 
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